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JAPAN: KEY ECONOMIC INDICATORS 


(All values in U.S. $ million unless otherwise indicated.) 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 
GNP at Constant 1970 Prices 


1976 


562, Seal 


Annual Per Capita GNP, Current Prices ($) 


Plant and Equipment Investment, 
Indices: 


Current Prices 


Industrial Production (Mfg.) (1975=100) 
Avg. Labor Productivity (Mfg.) (1975=100) 
Avg. Industrial Wage (Mfg.) (1975=100) 


Avg. Labor Force (millions) 
Avg. Unemployment Rate (%) 


MONEY AND PRICES E/ 
Money Supply (M2)=— 


Bank of Japan Com'l Disc't Rate (%) 


Call Rate (Uncond.), Highest (%) 
Com'1 Bank Avg. Loan Rate (%) 

Consumer Price Index (1975=100) 
Wholesale Price Index (1975=100) 


PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves 


External Public Debt 


461,846 
6.52/ 

7.5 

8.256 

109.3 

105.7 


16 ,6042/ 
4,4912/ 


1977 


692, 7544/ 
391 ,6824/ 


6, AST 
96, 9334 
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123.3 
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7.562 
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Change (%) 


1978 
Indicator 


941, 2074/ 
509, 8484/ 

8 1624 
126 ,4424/ 
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22.4 
5.5% 
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“* 125.4C/ 
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Zs22 
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543,749 
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5.0H/ 
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122. 49/ 
104.4K/ 


6, 244L/ 
1,466L/ 
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7, 424L/ 
20.2 
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66,026 
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Customs Basis, CIF (%) 18.2 


7,734 
17,311 
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Basic Balance of Payments 

Balance of Trade 

Exports, FOB (IMF basis) 

Export Share to U.S., Customs Basis, FOB (%) 

Imports, FOB (IMF basis) 

Import Share from U.S., 

Main imports from U.S., 1977 (Quan: MT thou; Value: $ mil): Logs & lumber 11,192 

Coal 15,178, 1,094; Soybeans 3,428, 1,035; Maize 6,082, 706; Wheat 3,354, 428; Raw cotton 

235, 353; Computers/accessories **, 349; Aircraft/components **, 330; Power generating 

machines **, 300; Grain sorghum 2,229, 246; Raw hides 218, 236; Fish 53, 225; Meat 95, 201; 

Leaf tobacco 45, 195; Organic chemicals **, 190. Main exports to U.S., 1977 (Value: $ mil): 

Passenger cars 4,123; Iron & steel 2,311; Radio receivers 821; Textiles 659; Motorcycles 650; 

Tape recorders 532; Chemicals 513; TV sets 506. 

Footnotes: 

A/ On new system of national accounts (NSNA) a7 
basis, adopted in 1978. 1978 figures K/ 
represent Jan-Sept seasonally adjusted L 
annual rate. 

Jan-Oct average, seasonally adjusted. 
Jan-Aug average, not seasonally adjusted. 
Jan-Sept average, seasonally adjusted. 

As of September 30. 

As of end of year. 

Effective March 16, 1978. 

Through October. yen not dollars. 
Jan-Sept average, not seasonally adjusted. ** Not available. 

Dollar exchange rate used for conversion of yen figures, GNP and investment: 

1977 ¥269; 1978 indicator ¥217 (average interbank spot rates, Jan-Sept). 
¥308 throughout, as used for some computations by Ministry of Finance. 


Jan-Oct average, not seasonally adjusted. 

Jan-Nov average, not seasonally adjusted. 

Movement toward surplus or total increase, 
in $ million vice per cent. 

As of end of November. 

Jan-Nov total, not seasonally adjusted. 

Jan-Nov, seasonally adjusted. 

Jan-Nov., not seasonally adjusted. 

Cubic meters vice metric tons. 

Change is in aggregates denominated in 


1976 ¥297; 
Money supply: 





SUMMARY 


The April-September semester of 1978 brought many signs 
that desirable adjustments in the Japanese economy are under 
way, but evidence was also plentiful that a sustainable 
equilibrium has not yet been realized. Key elements of domestic 
demand showed increasing strength; yet questions remained as to 
how far private demand would maintain its vigor if the support 
currently provided by a strongly expansionary fiscal and 
monetary policy should be withdrawn too soon. The external 
surplus, though still very large, contracted. This change 
manifested itself particularly in terms of export and import 
volumes, but also gradually in seasonally adjusted dollar terms. 
Unemployment continued high by Japanese though not by interna- 
tional standards, and it is clear that structural adjustment 
remains a major task for the Japanese economy. 


Inflation rates continued to decline, perhaps to a lower 
rate than can be sustained in 1979. With some adjustments, 
recent macroeconomic trends appear likely to continue during the 
next year, as Japanese monetary and fiscal policies remain 
broadly stimulative. 


The expanding economy and Japan's recent initiatives to 
encourage imports offer favorable opportunities in several 
sectors including high-technology industrial equipment, consumer 
goods, and medical equipment. Current prospects for United 
States investment in Japan are somewhat dampened by the yen's 
1977-78 appreciation; the yen-dollar rate reached a peak at the 
end of October, 1978, before receding again to just below the 
mid-1978 rate, a position which held in mid-December. Japan's 
investment in the United States appears likely to continue its 
recent increase. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Growth Slows As External Surplus Declines 


Japan's seasonally adjusted real economic growth hovered 
around a 4% annual rate in both the second and third quarters 
of 1978. This performance was down sharply from the high growth 
rates of the previous two quarters. Nevertheless the expansion 
of domestic demand, strong since the beginning of the year, 
continued on a fairly broad base through the spring and summer, 
accelerating during the second quarter before falling back in 
July-September to about the January-March level. Growth in ‘the 
external sector, however, turned negative after a rapid rise in 
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the first month of 1978, as Japan's external surplus declined 
in both April-June and July-September. 


Since the April opening of Japan Fiscal Year 1978, Japan's 
domestic growth has been led by a steady rise in consumption 
and by a rapid upsurge in government fixed capital formation; 
significant gains in private plant and equipment investment 
also have occurred. The latter, however, appear to have been 
concentrated in the non-manufacturing sector--particularly in 
new electric power plant construction, which it is current 
Japanese policy to encourage. Manufacturing investment remained 
flat during the April-September semester, although surveys 
released near the end of 1978 suggest that improvement has 
occurred in recent months. Private housing investment dropped 
by 3.1% during the July-September quarter after a strong first 
half. 


Other indicators provided mixed evidence as to whether 
Japan is resuming a steady growth path centered on domestic 
demand. Industrial production, flat from April to July after 
its earlier five-month upswing, rebounded in August and September 
at an annual rate of almost 15% before decreasing again slightly 
in October. Producers' shipments, after a weak April-July 
performance, also rose sharply in August and September, but they 
again subsided rapidly in October. Inventories rose in October 
after five consecutive months of decline, but there is little 
indication that inventory rebuilding is about to become a strong 
underpinning of growth. Machinery orders, buoyed by heavy 
public works spending, rose uninterruptedly from April to August 
before falling back in September and October. Unofficial 
surveys showed substantial increases in corporate profits during 
the April-September semester, though not in sales. Some 
"problem industries" such as synthetic textiles showed consider- 
able resilience despite the contractionary effect which the 1977- 
1978 yen appreciation has exercised on their foreign markets; 
but a few other industries, shipbuilding above all, continued to 
experience difficulties in their efforts to adjust to the new 
era of slower growth and higher energy prices. Numbers of 
bankruptcies and totals of debts involved remained well below 
the records set in 1977, but both these indicators continued at 
high levels. 


Total employment continued to grow in late 1978, and the 
ratio of job offers to job seekers improved slightly. 
Unemployment, however, remained high by Japanese standards, 
rising gradually to a nineteen year high of 2.4% in September 
and declining only slightly in October. Several major firms, 
particularly in steel and shipbuilding, announced plans for 
overall reductions in the size of their work forces. Moreover, 





there was an increasing tendency for businesses to hire part- 
time workers, mainly women, rather than to recruit recent high 
school and college graduates to whom they would have to make a 
commitment of permanent employment. 


Inflation Remains in Check 


With help from the yen's appreciation, which has continued 
to have an especially noticeable impact on wholesale prices, 
price trends in Japan have maintained throughout 1978 the 
moderation which they achieved in mid-1977. 


Price Movements, Japan, 1978 Monthly Average 


(Year-Over-Year Percentage Increases) 


Consumer Price Index Wholesale Price Index 
June 
July 
August 
September 
October 


November 


External Surplus Declines 


Japan's seasonally adjusted current account surplus declined 
from a peak of $5.5 billion in January-March to $4.8 and $4.5 
billion respectively in the two successive following quarters. 
Preliminary figures for October and November indicate a much 
sharper downturn, partly brought about by accelerated purchases 
under Japan's emergency import program. The October-November 
surplus is estimated at $1 billion, raising to $15.8 billion 
Japan's 1978 seasonally adjusted current account surplus to date. 
Underlying these declining quarterly surplus figures are a 
fairly steady rise in import volumes, and an actual decline in 
export volumes, over much of the period since the end of the 
first quarter. 





During the last half of 1978 the yen rose from a little 
more than 200 yen to the dollar--a line it crossed in late July 
--to a high of 175.50 yen to the dollar at the end of October. 
Following the November 1 announcement of the United States 
program to deal with excessive pressures on the dollar, the yen 
depreciated, falling again briefly below 200 to the dollar at 
the end of November. On December 15, 1978, the rate was 195.95 
to the dollar. 


Government Policy Remains Expansionary 


On September 2 the Japanese authorities adopted a set of 
stimulatory measures designed to create $13 billion in 
additional demand. A supplementary budget, presented to the Diet 
later in the same month and subsequently passed, included items 
in the September 2 stimulus package requiring legislative 
approval, and a few additional expenditures as well; most of the 
stimulus package, however, was to be financed from outside the 
general account of the 1978 national Japanese budget, which even 
at its initial passage had called for an unprecedented $46 
billion (at more recent exchange rates, even more) in bond issues. 
The steps announced in September consisted mainly of new public 
works programs; education and health facilities; and the provi- 
Sion of public, and encouragement of private, housing loans. 


Monetary policy remained strongly expansionary. Since 
March 1978 the Bank of Japan has kept its discount rate at 3.5%, 
a postwar low. As the year went on, the entire interest rate 
structure continued the downward movement it had maintained 
Since 1975. At the end of November 1978 the average rate for 
commercial loans was just above 6%. The seasonally adjusted 
growth in the money supply (M9, i.e. currency, demand deposits, 
and time deposits) averaged over 13% at an annual rate during 
the April-September semester in 1978. 


Outlook for Japanese Economy Mixed 


The economy of Japan appears likely to continue expanding 
more rapidly than that of almost any other industrialized 
country, at least through early 1979. By December 1978, however, 
virtually all observers had agreed that Japan's 7% economic 
growth target for fiscal 1978 (April 1978-March 1979) would not 
be reached. 


Private consumption, which accounts for over half of Japan's 
GNP and which was expanding at an annual rate of between 5% and 
7% through the first three quarters of 1978, should continue its 
steady gain. Recent surveys indicate a stronger trend in 
upcoming private plant investment, less heavily concentrated in 
non-manufacturing industries, than had been anticipated earlier. 





In 1979 government expenditures are expected to moderate their 
recently rapid rate of increase, but they still are expected 
to outpace the growth of the economy as a whole. 


Contrariwise, a drag on the economy is anticipated from 
the external sector in 1979. The current account surplus 
Should fall, because Japan's competitors in world markets are 
likely to continue capitalizing on the advantage which the yen's 
1977-78 rise has provided them, and because growth in domestic 
demand is likely to make the home market more attractive to many 
Japanese firms than their overseas opportunities will be. In 
addition, capital outflows should remain large. Currency 
adjustments and protectionist fears recently have stimulated an 
increase in overseas direct investments. Besides, the flotation of 
yen bonds at Japan's low interest rates has become attractive 
to foreign seekers of capital as well as acceptable to Japanese 
officialdom, which has taken substantial steps toward 
liberalizing foreign borrowing in Japan's capital market during 
1977 and 1978. 


Very rapid currency appreciation has contributed much to 
the favorable price performance of 1978. In the absence of 
this effect some quickening of price increases is to be expected 
in 1979. The oil price increases announced in December 1978 will 
add significantly to this prospect. 


PART B. IMPLICATIONS FOR THE UNITED STATES 


Japanese Imports, Officially Encouraged, Appear on Uptrend 


Insofar as domestic demand maintains its recent growth, 
Japan's imports may be expected to pursue a generally upward 
trend. The appreciation of the yen relative to the dollar during 
1977 and 1978 (a given sum in yen was worth over 50% more in 
dollars on December 15, 1978, than at the end of 1976) also 
should work to stimulate imports. So should Japan's awareness 
of the need to ward off protectionist spirit among her trading 
partners. They remain disturbed by her very large current 
account surplus, by both the past and the current export 
concentration of much of Japanese business, and by problems 
connected with the import of goods into Japan--problems which 
are perceived as trade barriers by would-be overseas exporters 
both of agricultural and of manufactured products to Japan. 
Japanese exports to the United States in late 1978, despite 
some overall decline in volume, continued to put particular 
pressure on United States producers of textile products; U.S.- 
Japan discussions on this subject are scheduled for January 1979. 





In late 1978 the Japanese government was continuing its 
efforts to find ways of reducing the current account surplus. 
Actions carried out since early 1978 with this objective include 
reaching in December 1978 a bilateral agreement with the U.S. 
(under the umbrella of the ongoing Multilateral Trade Negotia- 
tions) to increase farm product imports from the U. S. including 
beef and oranges; untying the greater part of Japan's 
concessional aid loans from Japanese procurement; encouraging 
pass-through of yen appreciation gains to Japanese consumers; 
entering into discussions with U. S. export manufacturers and 
officials on Japanese testing procedures in some product areas 
including autos and electrical equipment; and providing 
significant support for the unprecedentedly large United States 
Export Development Missions which visited Japan in October 1978. 
The Multilateral Trade Negotiations themselves are expected 
eventually to stimulate imports through a reduction of Japan's 
import tariffs as well as through some relaxation of Japan's 
rules for government procurement and for testing products’ 
conformity to official standards. 


To market successfully in Japan, however, American suppliers 
of manufactured goods will still have to make special efforts 
in this large, lucrative, and opening market. Japanese end- 
users remain highly selective. Ordinarily they demand high 
quality, innovative features, modern technology embodied in goods, 
and, especially, supplier reliability and commitment. For many 
industrial goods price is a much less important consideration, 
unless the buyer finds the differential overwhelming. Some 
real import impediments still do exist, but many of the 
perceived barriers--particularly the non-official ones based on 
cultural traditions and historical attitudes--can be overcome 
by determined marketing. The returns can be high for those 
willing to make the effort. Japanese public sector investment, 
however, is expected to offer relatively slight direct oppor- 
tunities to American exporters. 


Many Product Areas Offer Substantial Prospects to Exporters 


Coal and logs can be expected to remain leading U. S. 
exports to Japan, although demand is still uneven enough that 
total U. S. exports to Japan in these sectors are not likely to 
show particular strength. 


The immediate outlook for U. S. agricultural exports remains 
good. During the April-September 1978 semester, across-the- 
board year-over-year increases in both quantity and value 
occurred with only a few exceptions. Major gains were made in 
seeds, corn, soybeans, poultry, citrus, fruit juice, tobacco, 
live animals, beef, veal, and variety meats. The market this 





winter remains strong for most commodities. Feed-grain and 
soybean imports will continue to grow as poultry and hog numbers 
increase; but growth may slow in the spring, when it is 
anticipated that the current increase in Japanese swine 
production will level off and Japanese feed compounders will 

use surplus rice for feed to some extent. In addition, Japan's 
cotton imports should continue through the 1978-79 winter the 
sharp year-over-year upswing which has prevailed during late 
1978. 


Promising industrial product areas include computers and 
peripheral equipment, miscellaneous electronic components, 
process control instruments, food processing and packaging equip- 
ment, analytical chemistry/applied spectroscopy instruments, 
bio-medical equipment, electronics industry production and test 
equipment, lasers and laser systems, automotive parts and 
equipment, avionics and ground support equipment, printing and 
graphic arts equipment, and building systems and materials 
(for details see the Embassy's current Best Prospects Report, an 
airgram to be dated January 12, 1979). 


Japan's recent steady increase in personal spending is a 
favorable sign for imports of consumer goods from the U. S. 
during 1979. Products expected to be in stronger than average 
demand include fashion wear and accessories, jewelry, hobby and 
do-it-yourself/home improvement products, housewares, very high 
quality audio systems, furniture, chain saws, technical books, 
and sporting equipment. 


Varied Services Remain Available to Assist U. S. Exporters 


Japan's multi-layered distribution system for consumer goods 
differs in several important respects from marketing practices 
common in the United States and other countries. Penetration of 
this high-opportunity segment of the Japanese market deserves 
special attention from U. S. exporters. Companies not familiar 
with Japan may wish to take advantage of the various export 
business information and introduction services available from 
the U. S. Department of Commerce and from the U. S. Embassy and 
Trade Center in Tokyo. 


U. S. Trade Center events scheduled for the first half of 
1979, all of which will be held at the center's new location in 
Tokyo's recently completed World Import Mart, include such 
product categories as medical equipment, avionics and ground 
Support equipment, printing and graphic arts equipment, and 
laboratory instrumentation. In addition, U. S. manufacturers 
will display there separately computers, electronic components, 
packaging equipment, and testing and measuring instruments. 





Japanese buyer groups plan in the first half of 1979 to 
visit trade shows and dealers in the United States in the 
following industry sectors: apparel, audio-visual ‘equipment, 
and housewares in January; telecommunications equipment and 
sporting equipment in February; power transmission and distribu- 
tion equipment in April; and computers, as well as plastics 
manufacturing machinery and equipment, in June. 


Trade missions continue to offer special opportunities for 
potential exporters. Members of the October 1978 United States 
Export Development Missions to Japan achieved some immediate 
sales; but more importantly they also established contacts with 
potential customers for products and services likely to have a 
long-term market in Japan. It is expected that these contacts 
will be followed up and that exporters in other fields may also 
be able to take advantage of the unprecedented publicity 
generated by the Missions. Trade missions scheduled to visit 
Japan in early 1979 include 

a motor 
vehicle equipment mission and a fisheries products mission in 
March and 
consumer products missions in April. 


The Joint U.S.-Japan Trade Facilitation Committee, formed 
late in 1977, has continued to supplement traditional means of 
identifying American products which show some promise for 
export to Japan, of devising ways to use the Japanese marketing 
and distribution system to sell American products, and of 
examining specific problems with Japanese trade practice or 
procedure encountered by American business in selling on the 
Japanese market. During 1978 the Committee was successful in 
resolving several such difficulties. Examples of various others 
which are pending relate to product categories such as tobacco 
products and to issues such as government procurement. 


Investment Continues at Slow Pace 


In early 1976 the Japanese government completed a program 
of official liberalization with respect to most direct invest- 
ment from overseas. Four industries were exempted from this 
liberalization; and licensing policy sometimes inhibits new 
investment, whether domestic or foreign, in a number of others, 
for example in financial services. 


Investment from overseas may be either in wholly-owned 
subsidiaries or in joint ventures. The American Chamber of 
Commerce in Japan (ACCJ) is sponsoring a full-scale study by a 
major U. S. research firm of U. S. investment in Japan, includ- 
ing its impact on trade, the investment climate, and future 
prospects. Interested companies should write to the Investments 
Committee, ACCJ, Tosho Bldg., Room #701, 2-2, Marunouchi 3-chome, 
Chiyoda-ku, Tokyo 100, Japan. 





New direct foreign investments in Japan during recent years 
have been modest. A limiting factor has been the impact which 
the recession of the mid-seventies in Japan has exerted on 
investment from foreign as well as from domestic sources. The 
rise of the yen, with its impact both on initial and on operating 
costs, also has acted as a strong deterrent during 1978. 


A rapid recovery has occurred during 1978 in Japanese over- 
seas direct investment. Japanese willingness to invest in the 
United States has increased as the yen has risen; and Japanese 
manufacturers continue to value the U. S. market access which 
direct investments provide. 
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